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r~e calculation for the tranafer ..y tMa \l8ing a reserve

distribUtion that existeet one and one-half years before. It was

alao noted that the reaerve ratio table uaecl to calculate the net

book for transfer is on an interstate raaerve baais , rather than on

an intrastate depreciation reaerve Dasis.

Becp='n4atig D

No errors were notecl in the data reviewed, bUt. the auditora
;.\

rec~nd that the procaas for calculatiDtJ the depreciation reserve

and net Qook values be ..cbaniaed to prevent errors, reduce labor

expense and axpadite j oumal procaasin9. Since the Coap&DY

in4i.ca'taa that such ...cbaniaed ayat_ ia acheduled to be

illpl~ted by February 1995, no further action i. required in this

area.
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14. Recent legislative and requlatory initiatives
incr•••• the urgency of eliJlinating .ubsidies found
in this Audit.

SnD'ry

In ita 1994 _ ••ion the Geoqia state Laqi.l.ture con.iderac1,

but did not .dopt, legi.lation (Senate Bill 566) wbich would have

.ignificantly chang.d the regulatory f~ork for Southern Bell. 54

'1'ha legislation would bav. .1iJainated 1IOnitoring or regul.tion of

Southern Bell'. r.te ba.e and rate of return. In lieu of such

r89Ul.tion, the r.t.. for all ••rviea- would be 4..-.d just and

r_aonal:»le .t the data the CoIlPanY file. ita notice of intent to

adopt .lternative regul.tion. S.B. 566 would bave provided the

Coapany the unr_tricted ability to .et the pric.. for ita

enbancac1, coapetitiv. and n.w aerviea-. At the ._ tiJaa it would

beaaaured of incaxed price incr••_. froa ita 1IOnopoly. POTS

a.rvice. Ther. would be no further .urveillance reporting or .ny

oth.r tyPe of .arninga .crutiny. 55

If there is an t.ainent likelihood that the exiatine) rat..

will be deeaad just and reasonabl., then the COWBi••ion aust

accelerate its efforts to ensure that there are no unrea.onable

.ubsidi.. ..~ded in th..e rat.s. This fin4ine) note. the

conaeczu-nt urgency to iapl~t .ction to reaolve the i ••ues r.i.ad

541n June 1994 the Ca-pany filed • siJail.r proposal entitled
Georqiana FIRST, with the Cc.ai.sion. Georg-iana FIRST .pparently
contains certain slight JIOClifications to Senate Bill 566. The
auditor. will focus on Senate Bill 566 for the purpo••s of this
finding since it w.s the fir.t effort.

"S.B. 566, aection 46-5-165(c).
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in nuaarous other findings regarding cross-subsidi.. and coat

ahifts.

criteria

Teleccmaunications c~i.. in Georgia _y not Wle current

revenues earned or axpansu. incurred in conjunction with .ervie..

• ubject to regulation to subsidize services which are not regulated

or tariffed. 56 one of the cmjaetiv_ ot this audit was to learn

whether Southern Bell' s ~0IIe%'S are protected froa cross-subsidy.

'!'be cc.ai.sion bas definecl cross-subsidy as any action undartakaD

by SM' which reaulta in an underatat~t ot in?,a.tate r89UJ,atad

revenues or an overstat~t of intrutate regulated expena.. or

inv_bMlnt for Sft. 57

Cpnditipn

In early 1114 SB proposed and lobbied for le9islation titled

"The '1'elecc.aunicationa CoJIpetition, conauaer Protection, and

Econoaic oevelopatent Act of 1114" (S.B. S66). Although the

leqislation was ult.t.ately wi1:b4rawn, it. reflects the coapany's

90&1s and int.entions. S. B. S6' would have accepted all existin9

..rvice rat_ as just and r_onable. Services would have baan

divided into tbr_ cat.89ori..: ))asic local excbange ..rvice,

interconnection or access ..rvieu, and "all other" servicaa.

"_ie local excbange service i. the tlat. rated, voice .ervice

l6o.c.~.A. Section 46-2-23(9).

~Docket. Ho. 3987-U.
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within a local callinc) area (plain old telephone aervice -- -POTS-)

provided to r ..idents and single line [businaa.e.].-- Pric.. for

ba.ic local exc:bange ..rvice would be capped at their current level

for three years and th.n allowecl to incr.... Dy the cuaulative

change in inflation. Incr..... within the inflation limit would

not be reviewable by the cc.ai••ion. GoVerrmant IIIlnClatad chang..

• uch a. ..parationa chang.. would be autaaatically flowed into

ba.ic local exchange ..rviea rat_.

Intrastate interconnection or accaas ..rvice rate. would be

..t at a .axi.ua definecl by the interstata rata lavel and cappad.

The pric.. for -all other .ervicu- would be _t by the

cOllPlU\Y. Althou_ there was a provision to require toll aervice

rat.aa to include the incr~tal co.t of toll plus the foregone

contriDution fraa access, toll rate. could have baen .et at even

lower pricu.

S.B. 56' would bave eliainated rata baH rate of return

raeJUlation and raaovad the COJlPAfty·. depreciation rata. fro. the

o juri.diction of the eo-i••ion.

The Caapany str....d to the auditors tbat S.B 566 was not a

-deregulation bill- rather it was a -price refUlation propo.al-.

The following quotationa are takan directly froa S. B. 566:

-Dar89Qlata- .-ana to r.-ove a aervice frOli the
juriadic:tion of and oversi9bt or regulation by the
Geo%'9ia Public Service co.ai.sion or the provisions
of thi. article. [46-5-162(5)].

"s'm-ary of -'!'ba '1'eleccmaunicationa CoJIpatition, Conauaar
Protection, and EconOllic DaVelo~t Act of 1'14-, S8, February 4,
1"4, p. 4.
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-Hew service- ...na a function, feature, capability
or coabination of such which has not previously
Deen offered. [46-5-162(13)].

The earnings of the teleccmaunicationa cOJIPADY
eliciting alternative regulation under this article
shall not be subject to rate of return or rate base
.cnitoring or regulation. [46-5-165(C)].

Any teleccmaunications coapany electing alternative
requlation under this article shall not De required
to _It requlatory apprOval of its depreciation
rates or schedules. [46-5-165(d)].

The telecOllllWlications coapany electing alternative
requlation under this article _y deteraine ita
rates, tenul, and conditions for tel~icatiolUl
services not defined .. basic local exchange
_rvices and interconnection servic_. Such
_rvices ..y be provided by the telecc.aunications
coapany throu9h tariff, contract, or c~rcially

r_sonable .eana. The rates, teras, and conclitiona
_y include flexible pricing options, inclUding but
not limited to deavera9ad variable rates and volWie
discounts. [46-5-161].

Any service not regulated by the CODis.ion .. of
the ciate of the filinv of the notice of the intent
to elect the alternative requlation d_cribed ina
this article shall continue to be unregulated and
not subject to the jurisdiction of the caaaission.
[46-5-170(a)].

A teleCOllllUnicatiolUl coapany _y, at any tble,
requ..t that the provision of -rvices other than
basic local excbange services be deregulated. The
ccmai.sion shall orcler deZ"eljlUlation upon a showing
that functionally equivalent or substitute services
are available at COIlPetitive rat.., teras, and
conditions. [46-5-170(b)].

The telecOllllunications COJIPAIly electiD; alternative
regulation under this article _y requ_t that any
fora of regulation of ba.ic local excb.ange _rvices
be terainated and that such _rvices be provided on
a deregulated basi.. The ccmaission ahall orcler
.uch deregulation in any geOVX'aphic area where 30
Percent of the r ..i4ential houaebolcla or sinc;le­
line businesse. have a functionally equivalent or
substitute _rvice available at ca.petitive rat..,
teras, and conditions for basic local exchange
servic... [46-5-170(C)].
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senate Bill 566 was not enacted, but on June 22, 1994,

Southe~ Bell filed its "Georgians FIRST- proposal with the

ccmai••ion to .ucceed the incentive plan approved by the Coaai.sion

tbr_ year. earlier on Docket 3905-U and due to expire on June 30,

1994. That plan r .."'le. S. B. 566 in ao.t respects except that

the freeze on basic servic.. wc;»uld last for five years, and there

is no cap on interconnection _rvice rates. It contains the

iCSantical provision that on t.be effective date of the plan, all

.xi.tin; rate., tenaa aDd conclitiona tor the _rvices in Southern

Belli. exi.tin; tariffS and contracts would be 4e_4 just aDd

rea.ona}:)le.

Durill9 the couraa of t.be awiit the auditor. not-S .everal

.pecifically identifiable aDd a••i9D&ble ca.ta _ociatecl with

exi.tin; ~ic.. (e.g. ESSX, OHA, ISDN, etc.) which are currently

ragulatacl but would have been placacl in the -all other .ervice.­

category un4er S.B. 566. The auditor. al.o noted costs ...ociatad

with new aDd. future ~ices (e.;., Video-OD-Dul.nd aDd other

broadband .ervic..) that were cbar9ad to regulated operations.

Although t.hMe costa were properly treated a. r89U1ated under the

tU'1U ot the Cc.panyI. exi.t!n9 CAX, UDder S. B. 566 they would

either be nonregulated or directly a••i9Jlable to the -all other

.ervic.." category who.e price. would be _t .olely by the
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coapany.59.
Thi. findin9 is .iCJftificant. Onder the t.ras of S.B. 566, the

coapany would bave the unr.stricted ability to _t the prio_ for

its anbancad, caapetitiv., and DeW ••rvices. At the s... time it

would be .ssured of indexed price incr••••• fram ita monopoly POTS

_rvice. Under 5.8. 566, .11 existin9 r.t.. would be cle-a just

and rea.onable upon the d.te the COJIpany fil.. its notice of intent

to .dopt alternative refiUlation. There would be no further

surveillance reportin9 or any other type of earning. .crutiny. 60

gluu

An ...,4ed ba•• of captive c:uatoaar. for a service which baa

. bec&me a "io nec.ssity, cOllbiDed with the ~ice and revenue

potential produced by advanced tacbnolO9Y and potential ooapatition

for axistift9 and future ~ic.., provid.. an incentiv. to 8baorb

th. costa r.lat.d to ccnapatitiv. and. future s.rvic•• with r.venu••

derived froa captive custOJlers.

S.B. 566 CSaaonatrat.. the caapany's CSUir. to cban9. th.

exi.ting regulatory anviromaant to a acre peraissive environment.

The aucliton rec~ that the Cc.mis.ion acc.lerate ita

"S.B. 566, sections 46-5-161 and 46-5-170(a). on August 14,
1112 th. FCC r.l..sed Order FCC: 92-327 in cc: Docket Ho. 87-266
which .uthoriz_ t.lephone cOllpaDy provision of ViCSeo Di.ltone ••
an intent.te .ervice (par•• 72). It would appear, therefore, that
Video Dialtone cost. should be •••igned to interstate.

6OS.B. 566, .ection 46-5-165(c).
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axa.ination of the other finding. of thi. audit and treat their
,

ruolution with considerable urgency. otherwi.., the opportunity

to eliainate .ubsidie. now eabedded in the coapany·. rate...y be

lost owing to chang.. in the fr...work under which the coJlllission

racp1lat_ SOuthern Bell.

•
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15. The ce-pany' a regulated va. nonregulated coat
allocation proceaa should be aubjected to continued
and increaaed AUdit acrutiny.

S"R'ry

A revi.w of the coat .llocation .aaignaent procaaa for the

.udit period 1988 through 1991 verified that the coata .aaoci.t.d

vith the nonr.gul.t.d CDAR and Public T.lephon. Voic......g.

e"PTVM") S.rvic.. in Ge0Z09i. were ..aignacl to the nonragul.ted

a.rvic. category, while the nonraqul.tad revenue vu .aaigned to

regul.ted a.rvic...61 South.rn Ball - Qaorvi.· a cuatoaara ver. not

hax1aad by the coat and r.venu••_ignaent procea. for th._
~ic.., but to • liaitad axt.ant .ctually benefitted froll the

••aivn-ant of .cae Jlinor nonrevuJ,.tad revenue 1:0 regul.ted

oper.tions. No .dditional .ction i. raquiracl .t this tiJla for

t:h-e _rvic... Howev.r, continued and incr_aed .udit acrutiny of

the rapl.t.d v.. nonragul.t.d coat allocation proceaa vill baccma

INch JIOre critical aa the Coapany'. nonrapl.ted operations

incr.._. As the nwabar of nonrac)U1.tad .ervices !ncr.... there

'are fir_ter po.aiDiliti.. ot revenue to coat JIi_tche. and there

i •• firutar need to inaure that the coata ot the r_ining

regul.ted _rvic...re .ccur.te ba.ed upon us.ge or what.v.r oth.r

_.ur~t tool••re used.

61P1'VJ( v.. never offered in Qeorvi. but • ...11 uaount of
ovarhuda va...chanica11y aa.igned 1:0 nODre9ulated tor P'!'VK prior
to octoDer, 1993. Thi. p~ided a _11 benefit to regulated
operations.
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cri~.ria/Con4i~ign

The abj.ctive ot this audit activity was ~o verity that the

costs a••ociat.d with the provi.ion of non-ragula~ad .ervic.. are

»ainc; a••igned to the nonragulatad ••pent of the busin.... To

accoapliah thi. verification, th. co.t and revenue data inforaation

contain.d on the Company I s NOHRBG Product Incc.a stat~t (Report

1648) was .valuated by prodUct and compared with the assignment in

the .CAM data for Georgia which ...igns axpanaaa, revenue and

invaataant by cost pools.

Etfect

A revi.w of the coat allocation _ignaant procaas verified

that tha coR a.sociatad with nonrequlatad ••rvicaa were baing

...igned to the nonr.qulatad cataqory, while the nonraqulated

r.venu. was baing assign.d to ravula~ed aarvicaa. ~ affect~f the

coat and revenu. asaignaent procaaa for th_ .ervic.. i. that

South.rn Ball of~ Georgia I a cuatcmara are not baing hara.d, but to

a ainor extent actually banefit froa the ..aignaant of ao.. ainor

nonr.qulatad r.venue to regulated operations.

Clva'
Th. cOllPUlY repr..entativ.. int.rviaved indicatad that the

revenue a••ociatad with CDUt for the audit pariod vas at such a low

lev.l that the »an.fits to th. Cc.pany did not justify the

additional co.t required to _parat. the revenu. into the

nonr.qulated catac;ory.
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Ree" ·ndat;igD

.j

Mo additional action is required at this tiJle for the.e

.ervic_. continued and incr_ed auelit scrutiny of the Coapany I s

regulated vs. nonracauJ.atac1 cost ulocation process is warrant.el,

however, as nonraeJUlatad operations and services increase.
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16. Tbe auclitors recomaend the uae of positive time
reporting for BellSoutb's and Southern Bell's legal
dapartaant.s.

Sn••ry

The objective of thi. audit act.ivity was t.o verify that

BellSouth'. and Southern Bell's Legal Departaent expense. are being

properly as.i9Ded t.o regulated and nonrequlated .ervices. The

audit.ors determined that no internal or external audit was

perforaad for any Lec;al Departaent eaploy_ during the audit

period. The availability of .uch an audit ..y bave r_olved some

of the uncertainty in verifying Pa.t work activities of the Legal

Departaenta.

The allocation of t.val Departaent .-ploy_ ti.Jle and related

expense i. baaed on exception ti.Jle reporting- aDd the pre-assic;nmant

of job function code. CWJFC.W). Tb_ procedur.. re.ult in an
•

ina1:lility to verify the propriety of the allocation of Legal

Deparbaent co.ta.

The inability to verify conclusively whether there baa been a

correct allocat.ion of Le9al Departaent. eaploy_ time to

nonregulated activiti.. wa. deaonatrated by the awSitors' review of

the 1991 t~ allocation of two of the COJIPanY'. attorneys. One of

the at.torney'. fOZ'1l&l filinv activity related alao.t. exclusively to

noDravulat.ed aervice••uch a. Cellular, Peraonal ccmaunicat.ion

servic.. and Radio Experi:aental Applications, yet only 12 percent

of hi. t.i.JIe wa. a••igned t.o the nonregulat.ed cost. cat.egory. The

awSitor. acknowledge that this attorney could bave worked on other

functions, but. with exception ti.Jle reporting there i. no record of
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t.boH activiti...

Atter the fact, it is virtually iapossible to verify if the

personnel in the lagal depar13ent have accurately reported their

tille relating to nonreCJUlated activities, becauae, unl..s exception

tiJle has been reported, the CQllP&DY does not have any detailed

records of what functions were aing perforaed at any given tille.

The auditors reeo_and that BellSoutb's and Southern Bell's

Lagal Departllenta a required to cbange to positive tiJle reporting.

The auditors also reccmaend that the cost pools to whicb Legal

Departllant ti.. is assignable includ.e nonra;ulatees, interstate and

intrastate by state jurisdiction, or seek aodification of the Part

6t rules.

criteria

one of the objectiv.. of 'this awtit vas to learn .ether

Southern Bell's raqulated cuatOlleZ'S are protectecl froa eros.­

subsidy. The Georgia PSC has defined cross-subsidy u any action

undertaken ):)y SBT whicb resulta in an underatat_nt of intrastate

regulated revenu.. or an overstat-.nt of iDuutate re9\llated

expena.. or invutaent for SaT.

'pMitipD

Below is a listiDv of the sources of the $4,458,6t4 laqal

expenae (Account 6725) repo~ on Qeorqia's 43-03, 1991 ARMIS

Report:
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GeOrqia LeeJal Dept.
Southern Bell I.eq.l
BellSoutb Headquarters

$ 1,284,027
1,587,591
1.587, QQi

$ 4,458,694

"

28.8'
35.6'
35,6'

100.0'

A review of the fo~l Docket infor-.tion provided by the

Coapany was conducted and coapared to the eventual a••iqnment of

BellSouth Headquarters' leqal expen.e. A _jor portion of the

activiti.. reviewed involved FCC filin;s and dockets which do not

relate to the provision of intrastate cua'toaer service.

BellSouth •s lec)a1 expense i. fir.t allocated to Southern Bell aDd

then apportioned to Georvia operations.

The allocation of BellSouth and Southern Bell ~al De~t

-.ploy.. tiae aDd related expense i. baaed on exception tille

reportin; and the pre-...i9DJMftt of job function co4... Durin; the

aw1it period, the Le;al De~t had 22 six di;it nea, ten of
•

which were a.signed to nonreCJUlated activitie.. The JPC Kini File

directs the predoainance of coat ...i;naent and the use of

exception reporting ;enerally appli.. only to special activitiu•

. A work function profile i. e.tablished for each individual and only

.wen the individual reports exception tille i. a record. produced

indicating SPecific work activiti... If no exception tbte i.

reported, then the individual's tJ..a ia allocated ba.ed on the

pr....lgned profile.

The auditor. requested copi.. of all external and internal

audits which inclw1ed the Le;al De~t, .0 that the ruults

could ]:)a analyzed. Initially the Coapany provided a copy of an

Movellber 15, 1"1 aw1it report for the Part 64 - Job P1mction Code
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audit prepared by the internal auditors. Inv..ti9ation revealed

that no par.gMal in 1;ha Lagal Q9pArt;aant were arnally evaluated.

Tbe cc.pany' • re.pona.. to nWlarOUI other audit data reque.ts

indicate that the coapany" internal auditor. bave not conducted a

tOr'llAl audit of the Southern Balli. Lagal Departments since at

l ...t 1988. Th. Company inc!icate. that it. internal r.view

proc.dures for evaluating JFC a••ignments i. the direct

r_ponaibility of it'. -.e~t accounting coordinators- wbo do not

i,sue any fOZ1l&l reporta .,...rizinc; their finding••

The a••igJmant of an aaploy_" JPCI generally take. placa

only when an _ploy•• chang_ joJ). or when ther. i. a general

reorganization. Th. COJIpanyI. r ••pons. to data requ..t JWC-58

(Suppl~t) indicat•• that a qu..tionnair. i. sent quarterly to a

rancioa .-ple of .-ploy••• , but the data r.-ponau indicate that

1;he Lagal Departllant, bave not raceived such a questionnair.. The

Coapany'. r ..ponau to JWC-46, JWC-57 , JWC-S8 indicat. that DQ

t9rwlll rGgrt .uamarizing the r ••ults of th_ .urvey. has bean

issued.

The auditor. bad saveral ...ting. with Caapany per.onnel

.eeking alternative .ourcaa for inforution which could be verified

for the audit period. 'rhe•• _ting. identified. the JFC Quality

Task Porce which had bean racantly ••tBliahed a. a po••1bl••ource

for auditibl. inforJIAtion relating to the La9al Departaant. '!'b.

CaapanyI. .ub••quant re.POnse to data reque.ts indicated that the

T_k Fore.'. fir.t review of the Lagal Departaant occurr.d on June

15, 1992. '!'he Coapany r_pona' ~o the a1lditora' inforaation
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reque.t .tatae:1 that a foral report wu not i ••ued t»y the ta.k

force and that "The JFC Quality Task Force '1'_ was formed

priJlarily to reduce the nUJl))er of JFCs and to simplify the

a••ociated a••iqnaent and. admini.trative proc...... Th. Company

al.o .tat.d that the mat.rial a••ociated with the Task Force -. work

.tfort i. "clearly out.id. the 1988 - 1991 audit period" t»ut that

the .implification procea. r.duc.d the nUJl))er of j= function codes

t»y 45 perc.nt.

Tbe company -. r_pon_. to the auditor. - data r.quests and

interview. relatiD9 to the Le9al Departaent -. r.ported tu..,

in4icat_ that there i. no docwaentation for the auc1it period which

would provi4e v.rification that the actual tiJle reported

corr_ponc:la to the exc.ption tiae reporting rul_. The

departMntal t»u49.t proc_. traclca expenae. t»y veneral functions

(e. 9. training, per.onnel, trav.l expena•• , relocation ~e.),

but it 4oe. not att_pt to track expense. t»y .ervices or activity

for potential regulatory a••iq.naent..

For exa-ple, if an .-ployee-. Mini File indicat•• 12 percent

of hi. tiae i. ...ic;ned. to nonregulat.ed. tunction cod._, then that.

i. the time that would ~ a••igned. unl_. 1:b. employee ..intained

.eparat.e per.onal recorda ot what hi. actual ...i9JUltU'lu were.

The.e personal recor4a would need t.o identity each a••ignaent,

vbether the ...igzment was rec;ulat.ed or nonregulated, the hour•

• pent, and the cuaulat.ive nonr89\llate4 hours ver.us t.otal hour••

With this type of per.onal r.cord, the .-ploy.. ught ~ ~le t.o

~iJlate the portion ot hi. tt- that i. exception time. How.ver
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it is unlikely that anyone would ..intain such records unles. they

were required to do .0,

The Leqal Department'. work functions are not repetitive in

nature, as are tho.e of the Coapany' s plant departlaenta. If the

work functions were repetitive and consistent, a survey could

provide a verifiable indication as to whether the department'. time

is being properly •••iqn.CS. But this i. not the ca•• wh.re an

individual ..y work on on. activity on. day and never addr__ the

i ••ue again.

In r_ponse to data requ_ts, the eo.pany provided the

auditors with a list of 1991 Ca.pany formal legal filings. The

li.t id*Dtified which of ita attorneys was rasPOnsible for each

filing. The Caapany al.o provided infor.-tion relating to _ch of

tho_ attorney.' tiae allocation between regulated and nonregulated

coat pools. The auditor. .elected information on attorneys Selen

Shockey and R. Prost Branon for evaluation. lis. Shockey and Mr.

Branon were BellSouth attorneya.

The data provided by the Coapany indicated. that 100 percent of

lIS. Shockey's !:aut only 88 percent of Mr. Branon'. 19.1 tiae was

a••igned to reCiulated activities. The auditors' review of the

filing. li.t indicat_ that all of lIS. Shockey's activities __ to

pertain to r89Ulated activities. Therefore, the 100 percent

aaaigJmant of her tiaa appears to a correct. The auditors' review

of lIr. Branon's tiaa and filil19 data doe. not result in the ....

conclusion. Below is a ccmplete list of filing. for which JIr.

Branon was raspon.ible:
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P'tD

1-15-91
3-11-91
4-12-91
5-20-91
5-20-91
7-24-91

8-15-91

90-314
.-7618
89-554
91-33
91-34
90-314

..

poc;m DISWnIQB/SplJICT

p.r.onal eo-unications s.rvices
PCS - Data (Apple Corp. PFlUI C~nt.)
ITO WARC Fr.quency Allocations
C.llul.r ....1. Polici..
C.llul.r Bundling
Per.onal caaaunication s.rvices Field
Trials ...ults
Radio Exper1Jaantal Application

Th. ccmpany' • expl.nation of 1Ir. Branon's c:baZOV- to

rac;ulation indicat.s that since the PeS FCC Docket was in the .arly

.tag.. of inquiry and dev.los-ant, and it wall uncertain whether it

would be considered a regul.t.d or nonregulated busin..., it was

appropriate to charve PeS cost to ra4iUlation. The Coapany also

indicated that since the original FCC C.llular ruling was built

around a telco bundling decision it wa. nec...ary to review and

coapare the bundling applications to deteraina if .uch a de;i.ion

applied to Cellular. Therefore, once again the cost w.....igned

to the requJ.atory co.t pool, rather than nonragulatac1 service••

The cOIIpaDy explairaecl that in 1991, BallSouth followed and/or

intervened in twenty-.even ca... ari.in9 froa procaa4in9. at the

FCC and froa the JlFJ, and that nearly two-thirda of the.. ca.e.

were related to telephone coaapany _tters. JIr. Branon was

apparently re.ponsible for BallSou'th I s efforts in tho_ ca... ..

well a. the caa.. he handled in the rafiUlatory area. In other

worda, at lea.t one third of the oth.r cas.. did not relate to

telephone coapany _tters and the other two-thirds did not relate

to requlatory .atters. Nevartbal..s, only 12 percent of JIr.
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.'
Branon'. tiM wa. charged to nonragulated. Conver.ely, 88 percent

of 11%'. Branon'. time wa. charged to regulated, even though a

..jority of hi. work appear. to have related to nonrequlated

_tter••

The proDl_ i. that with exception tt- reporting, it is

virtually impo••ible to verify atter the tact whether the personnel

in Southern Bell' s legal departaent have accurately reported their

exception tiJle relatinv to nonregulated activiti_. Unl_s

exception tt- has been reported, the Coapany does not have

detailed recorda ot what tunctions were being pertoraed at any

given tiae.

The pro»l_ tor Georvia and Southern Bell is not .iJlply the

a••i9DJa8Dt ot ee-t between ragulated and nonregulated activities.

There is a .are critical issue involvinv BellSouth Headquarters'

z.tal De~t. BellSouth Headquarter.· lAVal De~t is

involved in the utablislment and operation of nuaeroua

nonrequlate4 coapanie. and other nonregulated lnlain..s activitie••

In general, the ..signaent ot ita l.,al expenae is based on a tully

di.tr1l:Nted cost concept for allocation. Under this proces.,

BellSouth'. legal co.t is allocated to ita subsidiaries based on

either their legal expense. or type ot work pertoraed. Since the

telephone operations have acre attorneys than any ot the other

BellSoutb enterpri.e coapanie., a _jority of the legal expense is

allocated to telephone operations where the general allocator i.

used.

'1'be allocated expense i. turther reallocated to each .tate
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jurisdiction ):)y Southern Bell and South Central Bell. 01tiJaately

after all of the allocation. bave Dean completed, the majority of

the expenae is ..signed to intrastate regulation. '!'be use of

general allocators for cost ..sigJm8Dt invariably raults in a

_jor portion ot the legal expense beinq ..signed to intrastate,

wben in fact tIl.activiti.s which cauaed the expena. to occur are

~~rily either nonrequlated services or interstate filings and

bas little or nothinq to do with intrastate regulation or service••

-Therefore, the coat allocation prol:»l_ uaociated with leqal

expenae atea not only trOll the use of exception t~ reporting, Dut

also froa a lack of cost pools SUfficient to ..aure that costs are

driven to the appropriate cateqories.

Effec1j

Ina),)ility to 4eteraine if 1A9al Deparblent t. is

appropriately charged.

Caus.

Exception t~ reportinv.

-so==n4ation
The aaditor. reccmaend that the COJIP&Dy elillinate the use of

exception tille reporting and require positive tme reportiDg for

all .-ploy... in the BellSouth aDd Southern Bell x..gal Depara.ents.

Tbis will ...ure that each individual i. he14 aore directly

accountaDle for how his or her tiae is cbar9ed, a. the individual'.
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tiM report would require their signature. Po.itive time reporting

My re4uca any pre4i.position ot the Coapany to aut01l&tically

charge reeJUlatec:l ..nieas tor its legal costs. The neec:l tor this

cban9- - will becc.e JIOre critical as the COIIpany IIOV_ into

additional nonregulatec:l areas ot service.
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17. Chaining calculations relating to affiliated

transactions should recognize operations, such as
BAPCO, which are treated as re9U1,ated at the
intrastate layel,

Sn.,a

BellSouth Enterprise., Inc. (WBSEW) leased space in a building'

located at 1100 P_chtr.. street frOll Sunlink (an affiliate) at a

price per square foot which i••ignificantly gr_ter ($393,349

annually) than the ..ount bein9 paid by other non-affiliated

tenanta in the building. 62 A portion of this excess flOWed

dir.ctly into regulat.d operationa, A gr_ter. portion flowed

indir.ctly into Georgia' a requlat.d intra.tate· operations aince

MPCOI. net incOM is tr_ted as raqW.ated for Surveillance Report

purpo••••e

Southern Bell should be r.quired to calculat. all affiliate
f.

co.t. wchainingW into intra.tate regulation, and not r.strict ita

chaining calculation to the FCC'. interstate d.finition of what is

regulated and nonragulat.d. This calculation should recognize that

. BAPCO is treated a. a requlated antity • Th. auditor. also

r.c~ that th. Ca.ai••ion continue to iapos••trict monitoring.
of all affiliated l __s in which any portion of th. 1_•• co.t i.

included in intrastate r.v.nu. r.quireaents, expens•• or _ming••

Q$393,349 annually on a going-forward basi••

G.rbe annual aJIOWlt flowing to Georgia i •••tJ..at.d to be
approxiaat.ly $12,000. No adjuataent i. proposed for this ainor
aaount.
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criteria

Th. auditor. analyz.d th. 1.... inforaation contained in the

Cooper. , Lybrand'. ("CiL") 1991 Part 64 audit vorkpaper. a. v.ll

a. th. Coapany·. affiliate billing. to .valuat. the iIlpact on

southern Bell'. n.t inco.. adjuatMnu. SSEI. int.rcompany billing

practic.. ver. analyzed to d.terain. if ISE'. 2.1 percent

-.nag...nt fee billinc; methoc1 prot.ct. th. r~at.d custcmers frQ1ll

th. exce••iv. rent paid ~ BSE for the 1100 Peachtr•• property.

Since the .ccounting .tructur.. of BSE·. for.ign and .tart-up

coapani•• are not ca.parabl. to tho•• ot ISZ'•••tablished u.s.

coapani••, a r.vi.w of CiL'. Part 64 .v.luati~n was conducted to

d.t.rain. the potential iJlpact of the exc•••iv. 1.... '. co.t on

Geort1ia'. MPCO n.t incoaa adjuatMnt.

Cgp4i1;igD •
UE'. 1.._ for 1100 Peachtree i. a "..rUt priced" 1..... Th.

data includ.d in th. CiL'. 1"1 Part 64 audit workpaper. (Binder

37) r.l.ting to th. 1.... indicat.. 'that BSE'. 1•••• paYJl9l1U are

$636,469 par year fireatar than • ccapara1:»le Kilpatrick i Cody 1._
in the ._ building. Th. coapany has .ubsequently turnished th. '

auditors with infonaation which indicat•• that the 1991 1•••• data

included in CiL'. workpaper. was not coapl.ta, and that 1....

conc_.iona were ..de to ISE in 1992 and 1993, that recluced th.

exc•••ive "oUnt per year fraa $636,469 to $393,349. Sine. th...

conca.iona took place out.id. the specified (1988 - 1991) audit

period, the revi.ed 1.... docuaent. or CiL'. 1992 and 1993 work
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papers have not been reviewed by the auditors.

Aa part ot ita 1991 Part '4 Atte.tation auc1it, C'L pertorJled

a chaining evaluation which deterain.d that 2.4 percent of the

exc_. 1.... expense would flow to regulation. How.ver, .inee

C.L'. chaining calculation wa. ba••d on the FCC's d.finition ot

rec;ulated and nonregulated, it did not recognize that .ore that 2.4

percent would flow into Georqia'. regulated operations d.ue to its

treataent of BAPCO'. n.t inccme.

SSE incurred an exceaaive 1_ pa~t. ~e annual uaount ot

the excaa.ive 1_ paYJl8llt to Sunlink was $393,349. Thi. payaent

i. not .igniticant froa an intarstate per.pective, because all of

BSE '. coapani_ were nonregulated troa the FCC'. perapective, with

only • _11 portion of 'those coata chaining into inttfratate

regulated operations. A great.r portion ot the excea. flowed. into

the r89\llated operationa in Georvia since BAPCO i. treated a.

regulated in Georvia.

CAUl'

C~L'a chailling t.pact evaluation va. baaed on the FCC' a

definition of regulated and nonregulated ca.pani_. Thia

evaluation did not recovniz. that II.PCO i. treated .. a regulated

cc.pany in Georgia.
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The auditor. reccmaend that for intra.tate reporting- purpo.e.,

soutbern Bell uould be required to calculate all affiliate

aellSoutb corporatioD co.ts -cbainin9- into intra.tate regulation

a. defined. by GeOr'C1ia '. Surveillance Report, and not just the FCC'.

definition of what i. regulated and nonregulated. The aUditor.

al.o recc.aend that the Ccmai••ion r_ffir1l its n_d to bave ace•••

to the BellSoutbI. nonreCJUlated .affiliat.. ' books and recorda to

ensure that any co.ta flowine; into regulation are not excessive or

that a cros.-sub.idy is Dot taking place.

•
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